REPORT OF THE AUDITOR-GENERAL TO THE KWAZULU-NATAL PROVINCIAL 
LEGISLATURE AND THE COUNCIL ON ABAQULUSI MUNICIPALITY 

REPORT ON THE FINANCIAL STATEMENTS 


Introduction 

1 . i was engaged to audit the financial statements of the Abaquiusi Municipality, which 
comprise the statement of financial position as at 30 June 2012, the statements of 
financial performance, changes in net assets and cash flows for the year then ended, 
and a summary of significant accounting policies and other explanatory information, as 
set out on pages .. to .. 

Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of the 
financial statements in accordance with the South African Standards of Generally 
Recognised Accounting Practice (SA Standards of GRAP) and the requirements of the 
Local Government: Municipal Finance Management Act of South Africa, 2003 (Act No. 56 of 
2003) (MFMA) and Division of Revenue Act of South Africa, 201 1 (Act No. 6 of 201 1 ) 
(DoRA), and for such internal control as the accounting officer determines is necessary 
to enable the preparation of financial statements that are free from material 
misstatement, whether due to fraud or error. 

Auditor-General’s responsibility 

3. My responsibility is to express an opinion on the financial statements based on 
conducting the audit in accordance with the Public Audit Act of South Africa, the 
General Notice issued in terms thereof and Internationa! Standards on Auditing. 

Because of the matters described in the Basis for disclaimer of opinion paragraphs, 
however, I was unable to obtain sufficient appropriate audit evidence to provide a basis 
for an audit opinion. 

Basis for Disclaimer of opinion 

Revenue 

4. The municipality did not raise and account for interest on arrears as required by section 
64 (2)(g) of the MFMA. There was no council resolution to grant the exemption from 
charging interest as required by the Act. The effects on the financial statements are that 
interest revenue and receivables are misstated by an unknown amount. 

5. Revenue as disclosed In note 15 of the annual financial statements does not agree to the 
disclosure per the statement of financial performance for the current period by an 
amount of R1,1 million. Consequently, I was unable to determine the accuracy of 
revenue as disclosed in the statement of financial performance. 

Receivables from exchange transactions 

6. I was unable to obtain sufficient appropriate audit evidence for the adjustment to the 
provision for bad debts of R8,4 million as included in note 6 to the annual financial 
statements. I was not provided the basis and method used to calculate the provision. 

7. The municipality had discounted debtors by R596 381 as disclosed in note 6 to the 
annual financial statement. However, I was not provided with the basis and method 
used to calculate the discounting of debtors of R596 381 . 



8. Receivables as disclosed per note 6 to the annual financial statements does not agree to 
the disclosure per the statement of financial position for the current and prior period. The 
amount disclosed per the statement of financial position differs from the note by an 
amount of R2,5 million (2011: R1,6 million). Consequently, I was unable to determine 
the completeness, valuation and existence of receivables from exchange transactions of 
R30,5 million as disclosed in the statement of financial position. 

Property, plant and equipment 

9. The municipality did not review the useful lives of Property, plant and equipment at 30 
June 2012 in accordance with SA Standards of GRAP, GRAP 17 Property, plant and 
equipment. Assets were included In the asset register with a nil carrying amount whilst 
still being in use. Furthermore, assets were included in the asset register without useful 
lives and therefore these assets were not depreciated. The carrying value of the assets 
not depreciated at 30 June 2012 amounted to R32,8 million. The impact of the 
depreciation on the current year amounts to R 929 920. The prior year depreciation is 
furthermore impacted by an unknown amount. 

10. Property, plant and equipment which reflected an impairment were found not to be 
written down to its actual useful life amount. 

1 1 . The municipality has not included certain assets In the asset registers and the 
property, plant and equipment disclosures In the financial statements of the municipality. 

I was unable to ascertain the values of these assets by alternative means. Consequently 
I was unable to determine the completeness and valuation of property, plant and 
equipment. 

Investment Property 

12. The municipality did not recognise in the fixed asset register and the financial statements 
Investment property for certain properties that were leased out which met the definitions 
of investment Property as required by SA Standards of GRAP, GRAP 16 Investment 
property. I was unable to ascertain the values of these properties by alternative means. 
Consequently, I was unable to determine the completeness and valuation of Investment 
property in the financial statements of the municipality. 

Provision for landfill rehabilitation 

13. The municipality has not raised a provision for landfill rehabilitation as required by SA 
Standards of GRAP, GRAP 19 Provisions. Consequently, I was unable to determine the 
completeness and valuation of the provision for landfill rehabilitation. 

Provision for retirement benefit obligation 

14. The municipality has not included certain provisions for the adjustment to the retirement 
benefit obligation in the statement of financial performance as required by SA Standards 
of GRAP, GRAP 1 Presentation of financial statements. Consequently adjustment to 
provisions in the statement of financial performance in understated by R7,9 million. 1 
was therefore unable to determine the completeness and valuation of the disclosure of 
the adjustment to the provision for retirement benefit obligation in the statement of 
financial performance. 



Provision for bonus 


15. Provisions as disclosed in note 11 to the financial statements includes an amount of 
R1 ,2 million for the prior year which has been adjusted on the statement of financial 
position. The note however still reflects this amount as a prior year provision. The prior 
year provision in the notes to the financial statements has therefore been misstated by 
R1 ,2 million. I was therefore unable to determine the existence of the prior year 
disclosure of provisions in the notes to the financial statements. 

Operating leases 

16. The municipality did not disclose certain operating leases in accordance with SA 
Standards of GRAP, GRAP 13 Leases. I was unable to obtain sufficient appropriate 
audit evidence for operating leases of R9,7 million as disclosed in note 42.2 to the 
financial statements. Consequently, I was unable to determine the completeness, 
accuracy and existence of operating leases as disclosed in the financial statements. 

Cash flow statement 

1 7. The municipality has not accurately prepared the cash flow statement. The cash flow 
statement does not agree to cash and cash equivalents by an amount of R1 1 ,8 million. 
Furthermore net cash flows from operating activities as disclosed in note 29 of the 
financial statements does not agree to the cash flow statement by R1,9 million. 
Consequently, I was unable to determine the completeness and accuracy of disclosures 
in the cash flow statement. 

Employee related costs 

18. Employee related costs as disclosed in note 21 to the annual financial statements does 
not agree to the disclosure per the statement of financial performance for the current and 
prior periods. The amount disclosed per the statement of financial position differs from 
the note by an amount of R7,2 million (201 1 ; R4,6 million). 

1 9. Employee related costs included an adjustment of R4,5 million for which the supporting 
evidence to validate the adjustment could not be provided. ! was unable to obtain 
sufficient appropriate evidence by alternative means. Consequently, I was unable to 
determine the occurrence and accuracy of employee related costs. 

Irregular Expenditure 

20. Irregular expenditure amounting to R1 5 million was disclosed in note 34 to the financial 
statement. Misstatements were identified during the audit and no evidence was provided 
to support the evaluation of the entire population. Therefore I could not obtain sufficient 
appropriate audit evidence to satisfy myself as to the completeness of irregular 
expenditure to be disclosed to the financial statement. 

Contingent Liability 

21 . The municipality did not have adequate systems in place to record contingent liabilities. ! 
was therefore unable to verify the completeness of contingent liabilities stated at R8,9 
million as disclosed in note 43 to the financial statements. 

Disclaimer of opinion 

22. Because of the significance of the matters described in the Basis for disclaimer of 
opinion paragraphs, i have not been able to obtain sufficient appropriate audit evidence 
to provide a basis for an audit opinion. Accordingly, 1 do not express an opinion on the 



financiai statements. 


Emphasis of matters 

23. 1 draw attention to the matters below. My opinion is not modified in respect of these 
matters. 

Restatement of corresponding figures 

24. As disclosed in note 31 and 39 to the financial statements, the corresponding figures for 
30 June 201 1 have been restated as a result of an error discovered during 2012 in the 
financial statements of the Abaquiusi Municipality at, and for the year ended 30 June 
2011 . 

Material losses 

25. As disclosed in note 41 to the financial statements, material losses to the amount of 
R15,4 million was incurred as a result of electricity distribution losses, and material 
losses to the amount of R31 ,9 million as a result of water distribution losses. 

Unauthorised expenditure 

26. As disclosed in note 45 to the financial statements, the municipality has incurred 
unauthorised expenditure of R19,1 million. 

Fruitless and wasteful expenditure 

27. As disclosed in note 33 to the financial statements, fruitless and wasteful expenditure 
amounting to R618 087 was identified during the year under review relating to payment 
of acting allowances. 

Additional matters 

28. 1 draw attention to the matters below. My opinion is not modified in respect of these 
matters. 

Material inconsistencies in other information included in the draft annual report 

29. 1 have not obtained the other information included in the annual report for my review and 
as such have not been able to identify any material inconsistencies with the financial 
statements. 

Unaudited supplementary schedules 

30. The supplementary information set out on pages xx to xx does not form part of the 
financial statements and Is presented as additional information. I have not audited these 
schedules and accordingly, I do not express an opinion thereon. 


REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

31 . in accordance with the PAA and the General Notice issued in terms thereof, i report the 
following findings relevant to performance against predetermined objectives, compliance 
with laws and regulations and internal control, but not for the purpose of expressing an 
opinion. 

Predetermined objectives 

32. The annua! performance report included in the annual report was not presented in time 
for audit and consequently my findings below are limited to the procedures performed on 
the strategic planning and performance management documents. 



33. The information was assessed to determine whether performance indicators and targets 
are measurable (i.e. well defined, verifiable, specific, measurable and time bound) and 
relevant as required by the National Treasury Framework for managing programme 
performance information. 

34. The material findings are as follows: 

Usefulness of information 

Measurability 

Performance targets not measurable 

35. The National Treasury Framework for managing programme performance information 
(FMPPI) requires that performance targets be measurable. The required performance 
could not be measured for all development priorities, objectives and key performance 
indicators as no targets were included In the Integrated Development Plan (IDP) for the 
2011-12 financial year. This was due to the fact that management did notreviewthe IDP 
before its adoption to ensure adherence to the legislative requirements of section 41 of 
the Municipal Systems Act 2000 (Act No. 32 of 2000)(MSA). 

Compliance with laws and regulations 

36. 1 performed procedures to obtain evidence that the municipality has complied with 
applicable laws and regulations regarding financial matters, financial management and 
other related matters. My findings on material non-compliance with specific matters in 
key applicable laws and regulations as set out in the General Notice issued In terms of 
the PAA are as follows: 

Strategic planning and performance 

37. The annual performance report was not presented in time as required by section 46 of 
the MSA and section 121 (3) of the MFMA. 

38. The performance management system did not provide for policies and procedures to 
take steps to improve performance as required by section 41(d) of the MSA. 

39. The municipality does not have an approved Performance Management framework as 
required by regulation 7 of Local Government: Municipal planning and performance 
management regulations (GNR.796 of 24 August 2011). 

40. The municipality had not reviewed its key performance indicators as required by 
regulation 1 1(1) of the Local Government: Municipal planning and performance 
management regulations {GNR.796 of 24 August 2011). 

41 . The municipality had not set targets for all of its development priorities, objectives and 
key performance indicators as required by regulation 12(1) and 2(e) of the Local 
Government: Municipal planning and performance management regulations (GNR.796 
of 24 August 2011), and section 41(1)(b) of the MSA. 

Annual financial statements 

42. The financial statements submitted for auditing were not prepared in all material respects 
in accordance with the requirements of section 122 of the MFMA. Material 
misstatements identified by the auditors were not adequately corrected, which resulted in 
the financial statements receiving a disclaimer of opinion. 

Procurement and contract management 

43. Goods and services with a transaction value of between RIO 000 and R200 000 were 
procured without obtaining written price quotations from at least three different 
prospective providers as per the requirements of Municipal SCM regulation 17(a) & (c). 



44. Goods and services with a transaction value above R200 000 were procured without 
inviting competitive bids as per the requirements of Municipal SCM regulation 19(a) and 
36(1). 

45. The municipality had procured goods from members that are in service of the state 
contrary to the requirements of section 44 of the Municipal SCM regulations. 

Expenditure management 

46. The accounting officer did not take reasonable steps to prevent unauthorized 
expenditure, irregular expenditure and fruitless and wasteful expenditure, as required by 
section 62(1 )(d) of the MFMA. 

Revenue management 

47. Interest was not charged on ail arrear accounts as required by section 64(2)(g) of the 
MFMA. 

Asset Management 

48. The accounting officer did not take all reasonable steps to ensure that the municipality 
had and maintained a management, accounting and information system which accounts 
for the assets of the municipality as required by section 63(2)(a) of the MFMA. 

Internal control 

49. 1 considered internal control relevant to my audit of the financial statements, annual 
performance report and compliance with laws and regulations. The matters reported 
below under the fundamentals of internal control are limited to the significant deficiencies 
that resulted in the basis for disclaimer of opinion, the findings on the annual 
performance report and the findings on compliance with laws and regulations included in 
this report. 

Leadership 

50. The accounting officer has not exercised adequate oversight over financial and 
performance information reporting resulting in material amendments to financial 
statements, non submission of the annual performance report and other findings on 
performance information as well as compliance matters as reported. 

Financial and performance management 

51. The accounting officer has not ensured that information is maintained and is readily 
available to support financial reporting. Material adjustments were made to financial 
statements, and performance information did not include the required information as per 
legislative requirements. The financial statements included uncorrected misstatements 
that has resulted in the disclaimer of the audit opinion. 

Governance 

52. There are inadequate risk assessments which have resulted in current and repeat 
findings not being addressed. 



OTHER REPORTS 
Investigations 

53. The municipality had finalised two labour court cases during the year. Three 
investigations against officials are still in progress. 



Pietermaritzbuf^ 
30 November 2012 



AUOITOR-OENERAL 
SOUTH AFRICA 


Auditing fo build public confidence 



